
SOUTHWESTERN BELL TELEPHONE COMPANY
NOTES TO CONDENSED FINANCIAL STATEMENTS (UNAUDITED)

1. GENERAL - Southwestern Bell Telephone Company (Telephone Company)
wholly-owned subsidiary of Southwestern Bell Corporation (Corpor on).
The condensed financial statements have been prepared by the ephone
Company pursuant to the rules and regulations of the Sec ies and
Exchange Commission (SEC) and, in the opinion of mana ent, include all
adjustments (consisting only of normal recurring ruals and
adjustments necessary for adoption of new acc ting standards)
necessary to present fairly the results f he interim periods shown.
Certain information and footnote disc ures normally included in
financial statements prepared in a ordance with generally accepted
accounting principles have bee ondensed or omitted pursuant to such
SEC rules and regulations. anagement believes that the disclosures
made are adequate to rna the information presented not misleading.
Certain reclassific ~ons have been made to the 1992 condensed financial
statements to corm with the 1993 presentation. The results for the
interim per' s are not necessarily indicative of results for the full
year. financial statements contained herein should be read in
con ction with the financial statements and notes thereto included in

e Telephone Company's 1992 Annual Report on Form 10-K.

2. CHANGES IN ACCOUNTING PRINCIPLES - Effective January 1, 1993, the
Telephone Company adopted statement of Financial Accounting Standards
No. 106, "Employers' Accounting for Postretirement Benefits Other Than
Pensions" (Statement No. 106), and Statement of Financial Accounting
Standards No. 112, "Employers' Accounting for Postemployment Benefits"
(Statement No. 112), which require accrual of certain actuarially
determined benefits as the benefits are earned or at the occurrence of
an event that renders an employee inactive. Previously, these benefits
were expensed as claims were incurred. The Telephone Company recognized
the effect of the accumulated benefit obligation as a one-time charge to
first quarter net income of $1,840.8 million, including a deferred tax
benefit of $1,009.1 million. A regulatory asset associated with the
accumulated benefits was not recorded by the Telephone Company as the
timing and extent of recovery within the ratemaking process is
uncertain. For the six months ended June 30, 1993, postretirement
benefits recorded under Statement No. 106 were $119.4 million, or
approximately two times the expense under the claims incurred method.
The adoption of Statement No. 112 did not materially affect ongoing
postemployment benefit expense.

Telephone Company also adopted Statement of Financial Accounting
Stan No. 109, "Accounting for Income Taxes" (Statement No. 109),
effective 1, 1993, which requires the use of the liability
method to calcula eferred income taxes. The Telephone Company
recorded a $431.4 milli t reduction in its deferred tax liability,
which was substantially offse the establishment of a net regulatory
liability. The cumulative effect 0 ting Statement No. 109 was to
decrease net income for the first six mont 1993 by $8.6 million.
Absent any change in statutory income tax rates 0 ws, management does
not expect the adoption of Statement No. 109 to materia affect
ongoing income before extraordinary loss and cumulative effec
changes in accounting principles.
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SOUTHWESTERN BELL TELEPHONE COMPANY

Item 2. Management's Discussion and Analysis of Results of Operations.

RESULTS OF OPERATIONS (continued)

The Telephone Company's total operating expenses in the second quarter
first six months of 1993 were $1.5 billion and $3.0 billion, respec . ely.
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vices and products increased in the second quarter and first
six ths of 1993 due to demand-related increases in material and

ess expenses and annual compensation increases partially offset by
lower expenses for switching system software license fees.

The changes in total operating expenses in the second quar
months of 1993 from the comparable periods in 1992 con
increases by expense component (dollars in million

Selling, general and administrative expenses increased in the second
quarter and first six months of 1993 compared to the same period of 1992
primarily due to the increase in postretirement benefits expense
required by the adoption of Statement of Accounting Standards No. 106,
"Employers' Accounting for Postretirement Benefits Other Than Pensions"
(Statement No. 106) and increases in other operating taxes. Six-month
comparisons were also impacted by the recording in 1992 of a one-time
charge for an offer of pension enhancements and related benefits to
designated nonmanagement employees.

epreciation and amortization increased in the first six months of 1993
du imarily to a change in plant level and composition. Expense in
the seco uarter of 1992 was increased due to recognition of the
retroactive e t of the triennial represcription for the first six
months of 1992, the affecting second quarter comparisons. A
decrease in reserve defic cy amortization is also reflected in 1993
second quarter and first six-m results .

.......,'-

Interest expense decreased $1.7 million or 1.6 cent and 6.5 million or
3.1 percent in the second quarter and first six mont f 1993, respectively.
The decrease was due primarily to the lower interest rate refinanced debt
and short-term commercial paper, partially offset by interest e nse
associated with the settlement of federal income tax audit issues in
second quarter of 1993.
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SOUTHWESTERN BELL TELEPHONE COMPANY

Item 2. Management's Oiscussion and Analysis of Results of Operations.

RESULTS OF OPERATIONS (continued)

• 7 percent and
d first six months of
income before, income

Regulatory Oevelopments:

Federal income tax expense increased $4.3 million or
$17.4 million or 9.9 percent in the second quarter
1993, respectively, due primarily to the increas in
taxes.

Texas

Other income decreased $18.3 million and $50.4 million in the second quart
and first six months of 1993, respectively. Lower interest rates reduce
interest income and the amount of interest during construction capita zed in
property, plant and equipment. Other income was also reduced by i eases in
legislative advocacy expenses in Texas. Six-month comparisons a also
impacted by the interest income associated with the settlemen of federal
income tax audit issues in the first quarter of 1992 •

On October fice of Public Utility Counsel (OPUC) filed a
petition for inquiry' 0 the rates of the Telephone Company, alleging that
unforeseen and unu I events have occurred since the Texas Public Utility
Commission (TPUC approved the incentive regulation agreement in
November 1990 OPUC alleged that the Telephone Company realized reductions
in its cost f service and increase. in revenue., resulting in excess annual

f approximately $234 million, which the sharing mechanism failed to
The Telephone Company filed a motion to dismiss on November 4,
July 8, 1993, the TPUC issued an order granting the Telephone
motion to dismiss the OPUC petition.

Postretirement Senefits Other Than Pensions

An order was issued by the Missouri Public Service Commission on January 12,
1993, which indicates that the Telephone Company should continue to account
for postretirement benefits for ratemaking purpose. under the current cash
basis, pending further consideration of the issue. Hearings on the Statement
No. 106 issue concluded August 3, 1993, and a decision is expected in the
fourth quarter of 1993.

In December 1991, the Federal Communications Commission (FCC) issued an order
requiring all local exchange carriers to adopt Statement No. 106 effective
January 1, 1993, for interstate regulatory accounting and prescribed the
amortization method for recognition of the transition obligation. On June 1,
1992, the Telephone Company filed a Direct Case to urge the FCC to allow an
increase in the Telephone company's price caps for the incremental interstate
costs resulting from the accrual accounting required by Statement No. 106
(exogenous treatment). On January 22, 1993, the FCC issued an order denying
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SOUTHWESTERN BELL TELEPHONE COMPANY

Item 2. Management's Discussion and Analysis of Results of Operations.

OPERATING ENVIRONMENT AND TRENDS OF THE BUSINESS (continued)

Regulatory Developments (continued):

exogenous treatment for these incremental costs stating that the local
exchange carriers had not met the burden of proof that these costs were
beyond their control. In February 1993, the Telephone Company joined with
BellSouth, Bell Atlantic, NYNEX, GTE, Rochester and SNET in appealing the
FCC's January 22, 1993 order.

In its Annual Access Tariff Filing on April 2, 1993, the Telephone Company
requested exogenous treatment of the transition obligation. On June 23,
1993, the FCC released an order deferring a final decision on interstate rate
recovery of Statement No. 106 costs until certain issues are inves~igated in
more detail. The order allowed the Telephone Company's filed rates, which
include a portion of the transition obligation, to go into effect on July 2,
1993, subject to refund of amounts under investigation, plus interest, should
the FCC conclude that recovery is not warranted.

Management cannot estimate the ultimate timing and extent of expense
recovery for accrued postretirement benefits at this time.

competition

a negative impact on
the Telephone Company is
future financial results.

1993, the Federal Communications Commission (FCC) adopted an
is expected to be finalized and released within a month,

requiring c tain local exchange carriers (LEC), including the Telephone
Company, to pr ide expanded interconnection for switched access transport
services. The or r permits independent parties to physically collocate
their equipment with the LEC's central office, and interconnect their own
transmission facilities 0 a LEe's network. This will facilitate other
parties' ability to compet with the Telephone Company for the transport of
typical telecommunications tr fie between carriers' switching offices and
between large users' locations. nder the order, LEC's will be allowed
additional flexibility in pricing petitive services. Tariffs are required
to be filed on November 18, 1993, effective February 15, 1994.

The Telephone Company believes the order wi
future interstate revenueSl however, at this
unable to determine the extent of the impact

other Business Matters:

The Telephone Company's areas of operation in Missouri and Ka
affected by severe flooding in July and August of 1993. Manage t's
preliminary assessment of the damage caused by the flooding indica • that
required repairs and capital expenditures could approximate $40 milli
a potential impact on third quarter net income of $10 million to $20 mil
A complete estimate of total costs involved is not possible until the
affected facilities can be physically examined.
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~ BE[L 'l'E:LEHmE cx:MPANY
~ 'ro <::aIDENSED FINANCIAL S'IM'EMENI'S (UNAUD:r.rEDl

3. POSmEI'IREMENl' BENEl"rlS (oontinued)

In Mard1 1993, the Telepmne carpany cont:rib.rted $132.3 millioo into the
CBVEBA trusts to be ultimately used for the payment of poslJ:etirement
benefits. '!be TeJ.ePlone CbTpany also furXis p:stretirement life
:insuraJ'¥:2 benefits at an actuarially determined rate. Assets CX1I'lSist
principally of stocks am u.s. gove.nunent ani CX>J:paJ:ate bcJnjs.

statement No. 106 requires certain disclosures to be made of o"lQ'V!11ts
of net pericxtic postretirement benefit a:JSt ani a recxnllliatioo of the
furxB:l status of the plans to anomts reported in the balaooe sheets.
since the :fun:ied status of assets ani abligatioos relates to the plans
as a wilole, this informatioo is not presented for the Telepx>ne carpany.
'!he Telepxme carpany recx:Jgni.zed postretirement benefit cost for the
three months emed March 31, 1993, of $63.9 millioo. Urder the claims
incurred methcxi, expense would have been cq:proximately $33 milliCll. At
Mard1 31, 1993, the annmt included in post.eDployment benefit obligatioo
for postretirement benefits was $2,649.4 million.

certain actuarial assllIJl'tions TNere used l::1j the corporatiCll to calculate
pcsltetirement costs un:ier statement No. 106. '!be acX'umnlated
post.eDployment benefit obligation (APOO) was determined usirg an ass!'4'Ded

discnmt rate of 7.5 peromt, a rate of :future C"Y'II'{)E'nsatiCll increases
of 4.6 perC:eJlt, ani an expected lcn:r-tenn rate of return 00 assets of
8.0 percent. '!be asS1~ medical cost trerd rate in 1993 is
cq:proximately 12.0 peromt, dec:reasirg gradually to 6.0 peromt l::1j 2005,
prior to adjusbnent for cast-sharin;J provisioos of the plan for acti.ve
ani certain recently retired en:ployees. '!he assumed dental cost rate in
1993 is 7.25 percent reducin} to 5.5 percent in 2000. Raisin;J the
annual medical ani dental cast t:rerrl rates l::1j one percentage point woold
in::rease net pericxtic poslJ:etirement benefit cost for the three months
emed March 31, 1993 l::1j awroximately 7.6 percent.

4. ~ BENEf'rlS - Effective JaJ'll1alY 1, 1993, the TelePxJne
Cdll*:~ adqJted statement of Financial AI::xnmti.n;J starmrds No. 112,
"&I{)l . for Postenployment Benefits" (statement No. 112).
statement No. acx::rual of disability pay, wotXers' O"JIIlPnsation
ani medical benefits the ooc::urrerx::e of an event that rerrlers an
E!IIployee inactive or, if its ratably vest, over the vesti.rg
period. 'lbese expenses were ly recognized as the claims TNere
incurred. A first quarter charge to . of $60.1 million, whid1
includes a deferred tax benefit of $32.9 mi' is included in the
oJl'!lJ]ative~ in accamtin;J prirci.ples in the cen:iensEd
statement of Incane. Management does not anticipate thii :tement No.
112 will materially affect 0J1;J0in} post.eDployment benefit expelll!l~
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Item 2. ManaaElnent'S Discussion ani Analysis of Results of Operations.

RESULTS OF OPERATICNS <continued)

selli.n:1, general am administrative expenses decreased in the first
quarter of 1993 CXI1'pared to the same period of 1992 primarily due to the
recardi.n;J in 1992 of a one-time charge for an offer of pension
enhara!ments am related benefits to designated nonmanagement Ellployees.
Partially offsett.in:J this decrease was the in:::rease in post:reti.remen
benefits expense rEqUired by the adq)tion of statement of Accolmt:.inJ
stamards No. 106, "Ehployers' Acc:n.n1ti.rg for Postreti.reD:mt Benefits
other than Pensions" (statement No. 106).

oepreciatioo am amortizatioo increased in the first quarter of 1993
<'XI'pU'Eld to the same period of 1992 due to the iJlplementatioo of~fVi.sed

depreciatial rates resulti.rr:J fran the triennial zep:escripti, pzocess
am by a~ in plant level am olilcsition. A in reserve
deficiency amortization is also reflected in 1993 ~Ad't::s

Interest expense decreased $4.8 million or 4.6 durin] the first
quarter of 1993 as <'XI'pU'Eld to the same peri f 1992 due primarily to lower
interest rates on short-term obligations on lOIY;J-term debt refinaooed in
1993 am 1992.

'!be primary factor oont:r' to the $32.1 million or 111.8 percent
decrease in other in=aDe the first quarter of 1993 as oanpared to the
same period of 1992 the interest i.ncxme associated with the settlement of
federal i.ncaDe udit issues in the first quarter of 1992.

Federal . tax expense increased $13.1 million or 15.7 pexcent in the
f' of 1993 as oanpared to the same period of 1992 due primarily to

in:::rease in i.ncxme before in:xme taxes.

<>PmATnt; ENVIlUIotENl' AND~ OF '!HE BUSINESS

Regulatory Develcprents:

Postretirement Benefits other than Pensions

'!be adoptioo of statement No. 106 for rat:emaki.rq p.trpOSeS is o.m:elltly bei.n;J
addressed by regulatory authorities in lOOS1: of the Teleptone OMpany's
jurisdictions.

An order was issued by the Mi.sso.lri Public service o:moi ssion (MPSC) al
January 12, 1993, which iniicates that the Tel~ 0'Jrpany shal1d ccntinue
to acxxmrt: far postzetirement benefits for rat:emaki.rq PJrPOSeS umer the
CUJ:J:ent cash basis,~ further consideration of the issue. Hearinls are
scheduled for July am August of 1993.

- 12 -
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~ BEI:L~ cx:M»ANY

Item 2. Management's Discussion am Analysis of Results of ~tions.

OPERATING ENVIH>NMENI' AND '!'RENDS OF 'mE BUSINESS (continued)

Regulatory Develcpnents (continued):

'!he Al:Xansas Public service Ctmni ssion (APSe) issued an order effective
March 25, 1993, adq:rt:il¥] statement No. 106 for rat:emaki.n:;J p.n:poses am
allowing cmmti.zation of the transition obligation over a pericxl of up to
20 years. '!he order requires that all postretirement benefit aDDmts
rec:xJVered thl:.'cu;Jh rates be plaoed in an external trust, l.m1ess special
~ for internal~ is grantej by the APSe.

on March 24, 1993, the Texas Public Utility o:mni ssion (mJC) issued a nUi..D:1
allowing the Tele{hale o:xrpany to adqrt: acx:rual aoccunt.irg for postretiremeJlt
benefits, incllldi.n:J the transition obligation. If the acx:rual method is
elected, a utility is required to begin~ expense upon adcptial, bIt
will oot receive rate recognition until its next rate case. '!he transitial
obligatioo is to be amrtized over a 2o-year period. '!be rulil¥] requires
that postretirement benefit amc:mrt:s rec:xJVered thl:.'cu;Jh rates be placed in an
irrevocable external trust.

In J')po;!nbpr 1991, the Federal carnunications o:mnission (FCC) issued an order
requiri1g all local exd1an;Je carriers to adept statement No. 106 effective
January 1, 1993, for interstate regulatory~ am prescribed the
aDDrtization method for recognition of the transition obligatial. on June 1,
1992, the Tele{hale o-mpany filed a Direct case to urge the FCC to allow an
iJx::rease in the Tel~~ny's price caps for the incremental. interstate
costs resulting fran the acx::rual aoccunt.irg required by statement No. 106
(exogeoous treatment). on Jarroary 22, 1993, the FCC issued an order denyi1g
exogeoous treatment for these incremental. costs statizg that the local
exchange carriers had JDt met the l:urden of proof that these costs llleI'e
beycni their CXlltrol. In February 1993, the Teler;i1one o-mpany joined with
BeJ.l.SQlth, Bell Atlantic, NYNEX, Gl'E, Rochester am SNEl' in arPN3] i1g the
FCC's January 22, 1993 order denyirq e.xcgenaJS treatment of the i.nc:remental
interstate costs.

In its .Annual Access Tariff Filin} on April 2, 1993, the Telepx>ne eatpmy
requested exogenous treatment of the transition obligation. 'lhi.s filin;J is
~.

Managenent cant'KJt estilnate potential expense recovery, if any, for accrued
postretirement benefits at this time.
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jO- K. 19'1J,
Dollars in Millions

Starting in 1990, the Telephone Company's match of employee
contributions is being fulfilled with the corporation's common sto
allocated from two leveraged Employee Stock ownership Plans and om
purch•••• of the corporation's stock in the open market. The osts
relating to these savings plans were $48.6, $53.5 and $57. 4n 1992,
1991 and 1990, respectively.

VolUJl~.ry Retir_ent Proqr... In 1991, the Corpora
pension plan for management employees and offered ncentives for
managers of selected subsidiaries, including t Telephone Company, to
r.tir. or resign effective December 30, 1991 Approximately 3,500
managers participated in the program in 1 Plan assets were
de.ignated for the settlement of the ~ ion obligations of those
managers who elected to receive thei enefits in lump sum amounts.
The voluntary management retiremen program resulted in a charge to
1991 net income of approximatel $28 for the Telephone COmpany.

As a result of a March 199 agreement with the Communications
Workers of America, the lephone Company offered a limited early
retirement plan to de . nated nonmanagement employees. Five years were
added to employees' ge and net credited service to determine service
pension eligibili Eligible employees who elected to participate in
the plan had t ee years added to their actual age and service for
computation pension amounts, received pension band increase. ranging
from 3 pe ent to 9 percent, depending on their age, and a pension
suppl t ranging from 5 percent to 25 percent, based upon years of
.erv Approximately 1,200 nonmanagement employees participated in
th offer. The plan resulted in a first-quarter 1992 charge to net
. come of approximately $24.

Po.~retir...nt Benefits The Telephone company provides certain
medical, dental and life insurance benefits to substantially all
retired employees. Retiree health care benefits are recognized as an
expense as claims are incurred. Life insurance benefit costs are
actuarially determined and are accrued and funded annually over the
employ..s' active working lives. In 1992, 1991 and 1990, the cost of
providing these postretirement benefits was $102.6, $95.1 and $85.0,
respectively.

Bffective January 1, 1993, the Telephone Company will be required to
adopt Statement of Financial Accounting Standards No. 106, wBmployers'
Accounting for Postretirement Benefits Other Than Pensionsw (Statement
No. 106). Statement No. 106 requires accrual of actuarially determined
postretirement benefit costs as active employees earn these benefits.

It is the intent of the Telephone Company, in implementing Statement
No. 106, to recognize immediately a reduction in net income for the
accumulated obligation for postretirement benefits, net of the fair value
of plan assets (transition obligation). Management currently estimates
the transition obligation to be between $2,600 and $3,000, with a
related deferred income tax benefit between $900 and $1,100.
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Dollars in Millions

In addition to the transition obligation, management estimates that
recurring annual expense will be approximately two and one-half times
the amount recognized in 1992. As the timing and extent of expense
recognition within the ratemaking process in the Telephone Company's
regulatory jurisdictions are uncertain, the future net income impact
of Statement No. 106 cannot be determined.

------------------"--_._-------_.._.._-
o.~..ploya.D~ B.D.fi~. In November 1992, the Financial Accounting

andards Board (FASB) issued Statement of Financial Accounting
St dards No. 112, "Employers' Accounting for postemploYment Benefits"
(St. ement No. 112). Statement No. 112 requires accrual of
post loyment benefits at the occurrence of an event that renders an
employ inactive or, if the benefits ratably vest, over the vesting
period. nder its benefit plans, the Telephone Company provides
employees rying levels of disability pay, workers' compensation and
medical ben its under specified circumstances. Statement No. 112
must be adopt by January 1, 1994, although earlier adoption is
permitted.

The Telephone Comp y intends to adopt Statement No. 112 on January 1,
1993, and estimates hat a liability of approximately $100, with a
related tax benefit 0 approximately $35, will be accrued for existing
postemployment benefit ligations at that time. ongoing expense,
which will vary accordin to actual claims experience, cannot be
determined currently.

3. Incoae Tax••

The components of deferred federal income tax

The components of income tax ex

22.0
i88 • 1 >
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ID-K

Voluncary Retirement Program

strengthen the e~plovee's ~~~anc~al secu~::v a: retirement by
?roviding an incentlve to save and ~nve5: regularly. Under the
savings plans, the Telephone CompanY matches a stated percentage
eligible employee contributlons, subject :0 a specified ceilin
Starting in 1990, :he Telepnone Company's match of employee
contributions is being fulfilled with the Corporation's co stock
allocated from two ~everaged Employee Stock Ownership Pla s and from
purchases of the Corporation's stock in the open market The costs
relating to these savings plans were 5S3.5. 557 4 and 43.5 in 1991.
:990 and :989, respectively

In September 1991, the Board of Directors of he Corporation approved
terms of a voluntary retirement program fo management employees of
the Corporation and selected subsidiaries including the Telephone
Company; As an incentive for managers 0 retire or resign effective
December 3D, 1991, special retirement enefits were offered to
managers in the form of a five-year ~5 percent supplemental pension
benefit and a lump-sum payment

The Corporation also amended ; s management pension plan to provide
all managers with an additi al five years of age and service for
purposes of computing a f zen level of pension benefit. This level
of benefit is available 0 management employees until the frozen
benefit is exceeded bX a pension benefit calculated using an
employee's actual ag and service. Managers whose combined years of
age and service to led 65 on December 30, 1991, became eligible for
an immediately p able service pension.

The plan ame ents, special retirement benefits, parcial plan
curtailment settlements did not result: in a
significa impact on pension cost for 1991. Plan assets were
designa d for ~he settlement of the pension obligacions of
those anagers ""ho elected 1:0 receive t:heir benefits in lump-sum
arno ts. The voluntary ret::rement program, in its entirety, resulted

a fourth quarter charge :~ net income of approximately $28 for the
lephone Compan)

Postretirement BI~nefits

The Telephone Cozupany also provides certain medical, dental and life
insurance benefi::s to substantially all retired employees. Retiree
health care benefits are recognized as an expense as claims are
incurred. Life insurance benefit costs are actuarially determined and
are accrued and funded annually over :he employees' active working
lives. In 1991, 1990 and 1989, the cost of providing these
postretirement benefits was $95,1, 585.0, and $72.4. respectively.

In December 1990, the Financial Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standards No. 106, "Employers'
Accounting for Postretirement Benefits Other Than Pensions" (Statement
No. 106). Statement: No. 106 requires benefit costs to be recognized
on an accrual basis as benefits are earned by employees, and is required
to be implemenced by 1993, although earlier adoption is permitted.
The Telephone Company's expected date of adopting the statement has
not been determined.
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In implement"ng ~he statement, on employer may immediately recognize
::he accwnula:ed obligation for postretirement benefits at ::he date of
implementation or amortize the amount over a period not to exceed
the greater 0: the average remaining service period of plan
participants or 20 years, !1anagement estimates i:::s accumulated
obligation for postretirement benefits to be between $2,600 and
$3,000. The :elephone Company is currently evaluating the
alternatives :or recognizlng this obligation.

The Telephone Company has completed a preliminary analysis of the
statement. wnile the postretirement benefit expense increase may be
material. a specific estimate cannot be made at this time. The
magnitude of the financial statement impact depends on the
implementation oDtion chosen. :evel of expense recognition within the
~atemaking precess n0 crcain revenue-sharing agreements in the
Telephone Company's regulatory jurisdictions, as well as the
possibility of amendments :0 the Telephone Company's postretirement
benefit plans Based upon the preliminary analysis, however, the
Telephone Company anticipates that Statement No. 106 will increase
this annual expense by approximately two to three times the amount
reflected under the current method of accounting.

tax expense are as follows:

Total

The components of deferred

Depreciation
Other-net

The Telephone Company does not provide deferred income axes if its
regulated rates to customers are based on taxes currentl ayable
("flow-through" :::reatment). :be amounts of income tax timJ:
differences for which deferred tax liabilities have not been
were approximately $382.5, $450.7 and $522.3 at December 31, 1
1990 and 1989, respeccively. The timing differences accorded
flow-through treatment result principally from portions of al10wanc

3.

of income tax expense are as follows:

1991 1990 1989
Federal:

Current $472.8 $423.8 $402.9
Deferred-ne (69.5) (13.7) (8.2)
Amortization

tax credits (86 7
316.6

State and local:
Current

"
34.2 30.8 24.3

Deferred-net (0.5) (2.5) 5.5s: 33,7 28 3 29.8
Total S S 350.3 S 350:3 S 325.7•)

\,

"
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SOUTH~STERN BELL TELEPHONE COMPANY

Item 2. Management's Discussion and Analysis of Results of Operations,
(CONTINUED)

Access Competition (cont'd,)

The Telephone Company filed its comments on the NPRM with the
August 6, 1991, and reply comments on September 20, 1991. In
the Telephone Company noted that demand for switched and s al access is
interdependent. The Telephone Company urged the FCC t nsider and resolve
all related public interest impacts before adopti ny changes in either
switched or special access,

The Telephone Company believes that rules proposed in the NPRM will have
a negative impact on future reves, However, the amount and timing of the
impact cannot be assessed a final order which resolves numerous
questions is issued. Telephone Company urged the FCC not to adopt the
tentative conclus' s which could significantly reduce Telephone Company
access revenu If the FCC were to adopt its NPRM in a manner consistent

its posal, that action could, given certain assumptions, reduce total
ne Company access revenues by as much as $332 million to $696 million

the first five years under the new rules.

Accounting for Postretirement Benefits Other than Pensions

As previously discussed on page 24 of the Telephone Company's 1990 Annual
Report on Form 10-K, the Financial Accounting Standards Board issued
Statement No. 106, "Employers' Accounting for Postretirement Benefits Other
than Pensions" (Statement No. 106) in December 1990. Statement No. 106 will
change the manner in which the Telephone Company accounts for postretirement
benefits by requiring expense to be recognized on an accrual basis as
benefits are earned by employees. Currently, expense is recognized on a cash
basis as claims are incurred. Adoption of Statement No. 106 is required on
or before January I, 1993,

On September 20, 1991, the Telephone Company filed with the FCC its
notification of intent to adopt Statement No. 106 for interstate regulatory
accounting purposes effective January I, 1993, This notification requests
that the FCC incorporate Statement No" 106 into its Uniform System of
Accounts. Approval of a change in accounting standard will take place
automatically 90 days after the filing of the notification of intent unless
the FCC informs the Telephone Company to the contrary. Should the FCC deny
the Telephone Company's request, a Notice of Proposed Rulemaking may be
issued. All major local exchange carriers are required to make similar
filings with the FCC for adoption of significant accounting changes. The
Telephone Company's filing with the FCC does not preclude the Corporation
from adopting Statement No. 106 prior to January 1, 1993.

The magnitude of the financial statement impact of adoption of Statement
No. 106 depends on the level of expense recognition within the ratemaking
process and certain revenue-sharing agreements in the Telephone Company's
regulatory jurisdictions as well as the possibility of amendments to
postretirement benefit plans. Because of these uncertainties, management is
unable to reasonably estimate the financial statement impact of adopting
Statement No. 106 at this time
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Dollars in Millions

made to the pension trust in excess of its cumulative amount of
pension cost recognized was $501.5 and $432.4, respectively. ased on
actuarial valuations of each plan, the fair value of each an's
assets exceeded their estimated actuarial projected be it obligation
at December 31, 1990 and 1989.

The projected benefit obligations for 1990 an 989 were determined
using a discount rate of 7.5 percent mposite rate of
compensation increase of 6.7 percent

Substantially all employees are el' ible to participate in voluntary
savings plans sponsored by the rporation which are designed to
strengthen the employee's fi ncial security at retirement by
providing an incentive to ave and invest regularly, Under the
savings plans, the Tel one Company matches a stated percentage of
eligible employee c ributions, subject to a specified ceiling.
Starting in 1990 e Telephone Company's match of employee
contributions' being fulfilled with the Corporation's common stock
allocated m two leveraged Employee Stock Ownership Plans and from
purchas of the Corporation's stock in the open market. The costs
rela g to these savings plans were $57 4, $43.5 and $38.1 in 1990,
19 and 1988, respectively.

The Telephone Company also provides certain medical, dental and life
insurance benefits to substantially all retired employees. Retiree
health care benefits are recognized as an expense as claims are
incurred. Life insurance benefits costs are actuarially determined
and are accrued and funded annually over the employees' active working
lives. In 1990, 1989 and 1988, the cost of providing these
postretirement benefits was $85.0, $72.4 and $73.9, respectively"

In December 1990, the Financial Accounting Standards Board ("FASB")
issued Statement of Financial Accounting Standards No. 106,
"Employers' Accounting for Postretirement Benefits Other Than
Pensions" ("Statement No. 106"). Statement No. 106 requires benefit
costs to be recognized on an accrual basis as benefits are earned by
employees, and is effective beginning in 1993, although earlier
adoption is permitted. The Telephone Company's expected date for
adopting the statement has not been determined.

In implementing Statement No. 106, an employer may immediately
recognize the accumulated obligation for postretirement benefits at
the date of implementation or delay the recognition over a period not
to exceed the greater of the average remaining service period of plan
participants or 20 years. A choice between these alternatives is
currently under study by the Corporation.

The increase in expense from implementing Statement No. 106 may be
material; however, a current estimate is not available. The extent of
the expense increase is influenced by the level of expense recognition
within the ratemaking process and certain revenue-sharing agreements
in regulatory jurisdictions of the Telephone Company.
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Management's Discussion and Analysis. continued
Dollars In millions except per share amounts

$100.6 ell'ective September 1992 (of which $24.5 relates t
wide-area calling plans which had already been imple­
mented when the order was issued. and $7.4 relates to
expanded wide-area calling plans implemented durin
t993 through March 1994), par­
tially offset by a positive annual
revenue adjustment of $7.8 to
compensate the Telephone
Company for its investment of $84
over the next five years for network
modernization. The order would also
lower the allowed return on equity from 14.2 ercent to
12.20 percent. In addition, the order denies I' covery of
depreciation expense associated with certai network
assets and changes the regulatory method I' accounting
for pension expense. These actions could esult in a
maximum one-time reduction in net inc e of approxi
mately $36.

In September 1992, the Telephone C mpany appealed to
Ihe Oklahoma Supreme Court which spended the efl'ec­
Iiveness ofthe entire order pending 1 al disposition. This
appeal is still pending.

The Telephone Company is con .sting all aspects of the
OCC's actions. Although it is una e to predict the outcome
of the proceeding at this time. m nagement believes that
the OCC-ordered refund of rev ues collected before
the date of the aCe's August 1 92 order is illegal under
Oklahoma law, and .vill be orturned by the Court. The
Court may require the Tele one Company to implement
some portion of the annua ate reductions indicated in
the OCC order. l\Ianagem nt is unable to determine the
outcome of the remainin portions of the OCC order.
Ultimate resolution of t . entire oec order is not expected
10 have a material imp ct on the Corporation's financial
results.

In 1986, the OCC ade an inquiry mto the effects of
the Tax Reform Act 1'1986 on the Telephone Company.
As a resull. in Octo er 1989, the oec concluded that the
Telephone Comp y had a revenue surplus of $27.5, and
required the Tel phone Company to mvest this surplus.
together \tith i erest, to upgrade its network in Oklahoma
rather than ret d it to customers. In addition, prospective
annual rate I' uctions totaling $7.f\ were ordered. effective
October 198 .

In Octob I' 1989, the OCC order was appealed to the
Oklahom Supreme Court by various parties, including
the Tell' one Company. In December 1991, the Court
upheld e portion of the OCC's decision that required the
Telep ne Company to invest the revenue surplus in
netw k upgrades. The Court also determined that the
OCC' finding of a depreciation reserve deficiency was
not upported by substantial evidenc.' and that the oec's
tr tment of employee severance payments and cash
w. rking capital analysis was inappropriate. The OCC

as nol reconsidered the remand isslJes. \ prehearing

conference has been scheduled for April 1994. Althou
the final outcome of the OCC's reconsideration is un . r­
tain at this time, management does not expect the d ci­
sion to have a material future impact on the Corpo tion's
linancial results.

Texas The Telephone Company has complete the
third year of its four-year incentive regulation a eement
(the Agreement), which was approved by the UC in
~ovember 1990. Under the terms of the Agre ent the
Telephone Company has agreed, over a 1'0 year period
ending ~ovember29. 1994, to cap certain I cal rates, pro­
vide annual rate reductions and other be fits to cus­
tomers in Texas, and upgrade the nemo at a cost of
approximately $329. Rate reductions a customer bene­
fits for 1991 were apprOXimately $246 1\dditional rate
reductions of $34 and $21 were impl ented in 1992 and
1993. respectively, and additional I' e reductions of
approximately $146 will be imple ented in 1994.

The Agreement also provides earn-
ings-sharing mechanism desig d to
encourage efficiency and inno ation
by the Telephone Company.
Revenue sharing amounts 1'0
1991 and 1992 were refun d
to customers in 1993, wit no
material impact on the rporation's
financial results. Mana ement expects that
sharing for 1993, if a , will be minimal.

In 1991, the Agre ent was appealed through the
courts, and, in Feb ary 1993, the Texas Court of Appeals
(Appeals Court) held the Agreement, but found that the
TPUC incorrectl applied laws on the treatment of federal
income tax be fits related to disallowed expenses and
directed the tter back to the TPUC for resolution. In
August 1993 I' Telephone Company and opposing inter­
venors file appeals in the Texas Supreme Court, and the
matter is nding.

In Oct er 1992, the Office of Public Utility Counsel
(Opuq Iled a petition for inquiry into the rates of the
Telep ne Company, alleging that the Telephone Company
had alized excess annual earnings of approximately
$23 •which the sharing mechanism failed to capture. The
Te phone Company filed a motion to dismiss in November
1 2. In July 1993. TPeC granted the Telephone Company's

otion to dismiss.
Postretirement Benefits Other Than Pensions The adop­

lion of Statement No. 106 for ratemaking purposes has
been addressed by regulatory authorities in most of the
Telephone Company's state jurisdictions. See Note 2
to the financial statements for additional information
on Statement No. 106. Texas and Arkansas, through
commission order, and Kansas, through stipulation and
commission order, have agreed to accrual accounting
for postretirement benefit expenses, with some funding
requirements. In Missouri, the MPSC has ordered
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fleet of system bypass.
Recent regulatory rulings have sought to expand com­

p ilion for special and switched access services. Special
ac ss refers to a dedicated transmission path, used
pri rily by large business customers and long-distance
carri s, which does not involve switching at the local
excha I' carrier central office. Switched access refers to
the lin etween local exchange carriers' switching facili­
ties and ng-distance carriers' networks; switched access
transport's one component of this process. In October
1992, the C released an order requiring large local
exchange c .ers, including the Telephone Company, to
file tariffs pI' itting independent parties to physically col­
locate (i.e., 10 ate) their equipment within local exchange
carrier central ffices for purposes of providing certain
special access s rvices. Local exchange carriers were
also required to ork out virtual collocation agreements
for central offices here there is insufficient space for
physical collocatio . Virtual collocation involves a set of
technical and prici rules intended to position the inter­
connector as if its eq 'pment were located in the central
office. Tariffs were fil din February 1993, and became
effective in June 1993. November 1992, the Telephone
Company joined with 1 local exchange carriers in a peti­
tion filed with the FCC t stay the physical collocation
requirement, and also til a separate petition to stay the
virtual collocation require nl. After denial of the petitions,
the TelephoL ~ompany an several other local exchange
carriers filed an appeal with I' U.S. Court of Appeals for
the District of Columbia Circu . Oral arguments were
presented in February 1994.

In September 1993, the FCC r leased an order essen­
tially imposing the same colloca n requirements for
switched access transport service as for special access
senices. In November 1993, the T ephone Company
and other local exchange carriers fi d an appeal of that
order as well. Switched access trans rt collocation tariffs
were filed in 'iovember 1993, and bee I' effective in
February 1994.

State regulatory commissions are als
pertaining to CAPs. In Texas, the TPeC s asked to
determine whether CAPs must first obtain certificate
of convenience and necessity before provi g certain
intrastate services. In response, the TPUC ad ted a change
to the defmition oflocal exchange service that ould allow
CAPs to provide certain intrastate services with ut specific
TPUC approval. The Telephone Company is ap ealing this
decision. In February 1993, the TPUC denied a p tition
filed by a CAP seeking intrastate collocation, rate
unbundling and the elimination of resale restrictio s
in Telephone Company tariffs, and indicated it wo
address these issues in separate proceedings. In Mis
CAPs are permitted to provide certain services, inclu
special access and interexchange and intraexchange
private line services. upon a showing of financial viabili

continued pay-as-you-go treatment for postretirement
benent expenses. The Telephone Company intends to
appeal this order. In Oklahoma, the OCC has not ruled on
the issue, although OCC staff has recommended accrual
accounting for postretirement benefit expenses, ""ith
some funding requirements.

An FCC order issued in December 1991 required all
local exchange carriers to use the amortization method
for recognition of the transition benefit obligation. In .funt'
1992, the Telephone Company asked the FCC for the
ability to increase its price caps to take into account the
incremental interstate costs resulting from the accrual
accounting required by Statement No. 106 (referred to as
exogenous treatment). In January 1993, the FCC issued an
order denying exogenous treatment for these incremental
costs, but did not preclude the seeking of exogenous treat·
ment of the transition benefit obligation in a separatE'
filing in 1993. In February 1993, the Telephone Company
joined with other local exchange carriers in an appeal of
the January 1993 FCC order. In April 1993, the Telephone
Company filed tariffs with the FCC requesting exogenous
treatment of the transition benefit obligation. In .June 1993.
the FCC allowed the proposed rates to go into effect on
July 1, 1993, subject to further investigation which could
result in future refunds for all or part of the amount
attributable to the transition benefit obligation. Potential
refunds are currently being accrued by the Telephone
Company; however, any future refunds are not expected
to have a material impact on the Corporation's financial
results.

ompetition
ompetition is growing in the telecommunications

indu . Regulatory and court decisions have expanded
the n ber of alternative service providers offering
telecom ications services. Technological advances
have expan d the types and uses of services and products
available. Acc . gly, the Corporation faces increasing
competition in s ificant portions of its business.

The Telephone mpany currently faces competition
from, but not limited , competitive access providers
(CAPs), private networ residential multi-tenant services,
interexchange carriers, ce ular providers, resellers and
providers of telecommunica ns equipment. CAPs typically
build fiber optic "rings" throug ut large metropolitan
areas to provide transport service generally high-speed
data) for large business customers d interexchange
carriers. Also, an increasing number indhidual firms,
particularly large business customers, li ye established
their own private network systems to tran iI voice and
data, bypassing Telephone Company filcilitie The extent
of the economic incentive to bypass the local e.'hange
network depends upon local exchange prices, ac ss
charges, regulatory policy and other factors. End us
charges ordered by the FCC are designed to mitigate
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December 1993 and 1992, under the pro\'isions of
Sect n 420 of the Internal Revenue Code. the Corporation
trans rred $123.9 and $114.5, respectively, in pension
assets a health care benefit account for the reimburse­
ment of tiree health care benefits paid hy the
(:orporati

Suppleme al Retirement Plans The Corporation also
provides seni and middle management employees "ith
nonqualified, u funded supplemental retirement and sav­
ings plans. The ns allow employees to defer and invest
portions of their cent compensation for later payment,
and the Corporatio natches a percentage of the compen­
sation deferral accor . g to thresholds specified in the
plans. Expenses relate to these plans were $66.8, $63.1
and $52.3 in 1993, 1992 d 1991, respectively. Liabilities
of $483.4 and $412.9 relat to these plans have been
included in other noncurren liabilities in the Corporation's
Consolidated Balance Sheets ( December') L 1993 and
1992, respectively.

Voluntary Retirement Programs '\s a result of a March
1992 agreement with the Cummu 'cations Workers of
America (CVVA), the Telephone Co any offered a limited
early retirement plan to designated n management
employees which included incentives a ecting service
pension eligibility and amounts..\pproxi ately 1,200 non­
management employees participated in th offer. The
plan resulted in a charge to 1992 net incom of approxi­
mately $24.

In 1991, the Corporation amended the pensi
for management employees and offered incenti
managers to retire or resign effective December
1991. Approximately 3,700 managers participated in I'

program in 1991. The voluntary management retirem
program resulted in a charge to 1991 net income of
a roximatelv 30.

Postretirement Benefits The Corporation provides cer­
tain medical, dental and life insurance benefits to substan­
tially all retired employees. Effective January 1, 1993, the
Corporation adopted Statement of Financial Accounting
Standards \10. 106, "Employers' .'\ccounting for Postretire­
ment Benetlts Other Than Pensions" (Statement No. 106),
which requires accrual of actuarially determined post­
retirement benefit costs as active employees earn these
benetlts. Prior to the adoption of Statement No.1 06, the
Corporation expensed retiree medical benefits when
daims were incurred.

In implementing Statement No. 106, the Corporation
immediately recognized an accumulated obligation for
postretirement benefits (transition obligation) in the
amounl of $2.861.2 and a related deferred income tax
benefit 01'$1,013.4. The resulting 1993 charge to net
income 01'$1,847.8. or $3.08 per share. is included in the
cumulative elTect of changes in accounting principles in
the Consolidated Statement ofIncome.

In accordance \'\rith Statement \Jo. 71, a regulatory asset
associated with the transition obligation was not recorded
bv thl' Telephorw Company.

(55)

75% '.5%

46% 4.6%

80% 775%

- -".._.._---
1992 1991

1993 1992
.._----_ .._-,-"

$7.507.9 $6.9702

6.319.5 5,772.2
-",------_.

1,188.4 11980
785.5 744.6

(867.4) (59111
(849.3) (930.7)

-._-,-,-_._._----

$ 257.2 $ 420.8

$ 1.5 $ 115 S

428.3 399.5 382.8
(1,019.9) (312.0) (1,545.11

4."8l J1]~:~L 9885
$ 38.2 $ 742 $ (578)

$ 131.1 $ 1265 $ 116.0

Amount capitalized in pr
plant and equipment

._-------~,._.-..---_.__._--

Service cost-b efits earned
during the peri

Interest cost on pr ected
benefit obligation

Actual return on plan ssets
Other-net
_._-_._--~

Net pension cost (credi

Fair value of plan assets
Less: Actuarial present value of proj

benefit obligation
"----_._--

Plan assets in excess of projected ben
Unrecognized prior service cost
Unrecognized net gain
Unamortized transition asset

..__._-----------

Prepaid pension cost

Assumed discount rate for determining
projected benefit obligation

Assumed long-term rate of return
on plan assets

Assumed composite rate of
compensation increase

---_.~"-_ .._---_.__._..__ .._--_.._--------_.-

The following tabl sets forth the pension plans' funded
status and amounts re ognized as other assets in the
Corporation's Consoli ted Balann' Sheets as or
December 31:

Significant assumptions uspd in evploping ppnsion
information include:

he Corporation's objective in funding the plans. in
co bination with the standards of the Employe!'
Reti ment Income Security Act of 1974 (as amended). is
to ac mulate funds sufficient to meet its benefit obliga­
tions t employees upon their retirement. Contributions to
the pIa s are made to a trust for the benefit of plan partici­
pants. P n assets consist primarily of stocks, LS. gOVPrJl

ment an domestic corporate bonds and real estate.
Net pen ion cost is composed of the following:

----- - -_ _----

1993 1992 1991

The projected benefit obligation is the a uarial present
value of aU benefits attributed by the pensio benefit for­
mula to previously rendered employee servi . It is mea­
sured based on assumptions concerning futu interest
rates and employee compensation levpls. Sho d actual
experience differ from the actuarial assumptio . the
benefit obligation will be affected.

The actuarial estimate of the accumulated bpn It oblig­
ation does not include assumptions about future c pen­
sation levels. The accumulated benefit obligation a of
December 31,1993, was $5,815.0. of which $5.197.8 as
vested. At December 31, 1992. thest" amounts were
$5.324.1 and $4,804.2, respecth!'lv.
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Notes to Consolidated Financial Statements. continued
Dollars In millions except per share amounts

Postretirement benefit cost is composed of the following
for the year ended December "j I. 1991:

periodic postretirement benefit cost for the veal' ended
December 31,1993 by apprOXimately $18.5:

The APBO was determined using an assumed discount
rate of 7.25 percent, a rate of future compensation increases
of 4.6 percent, and an expected long-term rate of return on
plan assets of 8.0 percent. The assumed medical cost trend
rate in 1994 is approximately 10.5 percent, decreasing
gradually to 5.5 percent in 2004, prior to adjustment for
cost-sharing provisions of the plan for active and certain
recently retired employees. The assumed dental cost rate
in 1994 is 7.0 percent reducing to 5.0 percent in 2002.
The discount rate used in determining the postretirement
benefit cost is 7.5 percent. Raising the annual medical and
dental cost trend rates by one percentage point increases
the APBO as of December 11.1 99i 1)\ $206.4 and the lIet

Expense recognized under the claims incurred method
would have been approximately $129.5 for 1993. In 1992
and 1991, the cost of providing these postretirement
benefits was $104.9 and $97.2, respectively.

In connection with the 1992 collective bargaining agree
rnents negotiated between subsidiaries of the Corporation
and the CWA. the Corporation established collectiveIv
bargained Voluntary Employee Beneficiary Associati~n
(CBYEBA) trusts 10 fund postretirement benefits. In March
1993, the Corporation contributed $11'')5 into the CBVEBA
trusts to be ultimately used for the payrnent of postretire
ment benefits. The Corporation also funds postretirement
life insurance benefits at an actuariallv determined rate.
Assets consist principally of stocks ami lLS. government
and corpol'ate honds.

The follOWing table sets forth the plans' funded status
and the amount included in postemployment benefit
obligation in the Corporation's Consolidated Balance
Sheet as of December 11. 1991:

Life
Health Insurance Total

Postemployment Benefits Under its benefit plans. the
, rporation provides employees varying levels of disability

pa workers' compensation and medical benefits under
spe ·tied circumstances. Effective January I, 1993, the
Corp ration adopted Statement of Financial Accounting
Stand ds No. 112, "Employers' Accounting for Post­
emplo. ent Benetits" (Statement No. 112). Statement
\0. 112 quires accrual of these postemployment benefits
at the occ rrence of an event that renders an employee
inactive or, if the benefits ratably vest, over the vesting
period. The expenses were previously recognized as
the claims w e incurred. A charge to net income of $65.5,
Of' $.11 per sh e, after a deferred tax benetit of $36.1. is
included in the umulative effect of changes in accounting
principles in the 993 Consolidated Statement of Income.
Management doe not anticipate that Statement No. 112
will matel'ially affe t ongoing postemployment benetit
expensl'.

3. Income Taxes
The Corporation ad

Accounting Standards . 109, "Accounting for Income
Taxes" (Statement No.1) effective January t, 1993. In
adopting Statement No.1, the Corporation adjusted its
net deferred income tax lia iIity for all temporary differ-
ences between the carrying Ollilts of assets and liabilities
for tinancial reporting purpos and the amounts used for
income tax purposes, compute based on provisions of the
enacted tax law. Financial state ents prior to January 1,
1993. have not been restated to a Iy the provisions of
Statement No. 109. The cumulativ effect of adopting
Statement No. 109 as of January 1, 93 was to decrease
net income for 1993 by $213.9, or $. per share, resulting
primarily from the establishment of a eferred tax liability
associated with certain prior acquisitio s not related to th~
Telephone Company. The adoption ofSt tement No. 109
had no material effect on pre-tax income.

As a result of implementing Statement . 109, the
Telephone Company recorded a $431.4 net eduction in
its deferred tax liability. This reduction was bstantially
offset by the establishment of a net regulato iability in
accordance ~ith Statement No. 71, with minim I effect on
net income. The net regulatory liability recogni s the dif­
ferences hetween the recording of income taxes I' finan­
cial reporting purposes and recovery of those taxe
through telephone service rates. Amounts compris g the
net liability will be amortized over the regulatory liv of
the associated assets. Future regulatory proceedings ay
affect the period in which these amounts are recogniz
in net income..

19.3 2316
(17.8) (28.2)

_~~OL (~6)

$ 15 $247.9

$ 5.0 $ 48.1$ 431

212.3
(10.4)

1.4

$246.4

Life
Health Insurance Total

----~,_ .. _------- ..---

$1,785.9 $166.9 $1.9528
241.8 19.6 261.4
8004 85.9 886.3

____ .u .. ' ..._.• _

2.8281 272.4 3.1005
(145.9) _j296?) (4~~.5)

2.682.2 (24.2) 2.658.0
141.7 ....@:~L __ 134.8

$2.823.9 $ (31.1) $2,792.8

Service cost-benefits earned
during the period

Interest cost on accumulated
postretirement benefit obligation (APBO)

Actual return on assets
Other-net

- - - ---- - -~-- ---
Postretirement benefit cost

Re1irees
Fully eligible active plan participants
qt~e~ac~ll.elan participants

Total APBO

Fairv~!~~~~~~ .
APBO in excess of plan assets
LJ.nt:.ll.~gni~ed net gain (loss)

Accrued (prepaid) postretirement benefit
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pplemental Retirement Plans The Corporation also provides
se .or and middle management employees with nonqualified,

ded supplemental retirement plans. The plans allow
emplo es to defer and invest portions of their current compensa­
tion for ter payment, and the Corporation matches a percentage
of the co nsation deferral according to the thresholds specified
in the plans. xpenses related to these plans were $63.1, $52.3
and $31.7 in 1 2, 1991 and 1990, respectively. Liabilities of $412.9
and $241.0 relat d to these plans have been included in other
noncurrent liabili . s in the Corporation's Consolidated Balance
Sheets at Decembe 1, 1992 and 1991, respectively.

Voluntary Retirement P rams In 1991, the Corporation
amended the pension pi for management employees and
offered incentives for mana rs to retire or resign effective
December 30.1991. Appro' tely 3,700 managers paI1icipated
in the program in 1991. Plan a ts of $864 were designated
for the settlement of the pension ligations of those managers
who elected to receive their benefi . lump sum amounts. The
voluntary management retirement p am resulted in a charge
to 1991 net income of approximately $

As a result of a March 1992 agreement ·th the Communications
Workers of America, the Telephone Comp y offered a limited
early retirement plan to designated nonman ement employees.
Five years were added to employees' age and t credited service
to determine service pension eligibility. Eligible ployees who
elected to participate in the plan had three years a ed to their
actual age and service for computation of pension unts,
received pension band increases ranging from 3 perce to 9 per-
cent, depending on their age, and a pension supplement g
from 'j percent to 25 percent, based upon years of service. I'OX-

imately 1)00 nonmanagement employees participated in
offer. The plan resulted in a first-quarter 1992 charge to net
income of approximately $24.

Postretirement Benefits The Corporation provides certain medi­
cal, dental and life insurance benefits to substantially all retired
employees. Retiree health care benefits are recognized as an
expense as claims are incurred. Life insurance benefit costs are
actuarially determined and are accrued and funded annually
over the employees' active working lives. In 1992, 1991 and 1990,
the cosl of providing these postretirement benefits was $104.9,
$97.2 and $89.6, respectively.

Effective .ranuary 1, 1993, the Corporation will be required
to adopt Statement of Financial Accounting Standards No. 106,
"Employers' A.ccounting for Postretirement Benefits Other Than
Pensions" (Statement No. 1(6). Statement No. 106 requires accrual
of actuarially determined postretirement benefit costs as active
employees earn these benefits.

It is the intent of the Corporation, in implementing Statement
No. 106. to recognize immediately a reduction in net income for
the accumulated obligation for postretirement benefits, net of the
fair value of plan assets (transition obligation). Management

1,969.3
437.2

(807.3)
(1.012.1)

1991

$ 7,130.0
5,160.7

$ 587.1

1,118.0
744.1

(511.11
(9311.7)

S 420.8

Fair value of plan assets
Less: Actuarial present value of projected benefit obi

Plan assets in excess of projected benefit obligation
Unrecognized prior service cost
Unrecognized net gain
UnamortiZed transition asset _\_

Prepaid pension cost

The following table sets fo the pension plans' funded status
and amounts recognized as othe ssets in the Corporation's
Consolidated Balance Sheets as of ecember31:

nsions Substantially all employees of the Corporation are
ered by noncontributory pension and death benefit plans. The

pe 'on benefit fonnula used in the determination of pension cost
is d on a flat dollar amount per year of service according to job

tion for nonmanagement employees, and a stated percent­
justed career income for management employees.

The rporation's objective in funding the plans, in combination
with the s dards of the Employee Retirement income Security Act
of 1974 (as ended), is to accumulate funds sufficient to meet its
benefit oblig tions to employees upon their retirement. Contribu­
tions to the p s are made to a trust for the benefit of plan partici­
pants. Plan as ts consist primarily of stocks. C.S. government and
domestic corpo e bonds and real estate.

Net pension c t and certain assumptions are as follows:
-----

11192 1991 1990--------.,,.------------ -----
5ervice cost - benefits ea d during the period S121.5 $ 116.0 $ 99.5
Interest cost on projected be it obligation 3111.5 382.8 342.4
Actual return on plan assets (312.01 (1.545.1) 149.9
Other - net (13...) 988.5 (658.9)
-'-----------4---------'--'- .----..:-.:....:-
Net pension cost (credit) S 74.2 $ (57.8) $ (67.1)

Amount capitalized in property, pia and equipment S 11.5 $ (5.5) $ (5.7)
-'----'-----'--'--'-'----\----''-''-----'---- -----
•'~umed discount rate for determini pension cost 7.5% 75% 7.5%

,med long-term rate of return on p assets 8.0% 775% 7.5%
.umed composite rate of campen . increase 4.1'. 4.6% 6.7'.

2. Employee Retirement Benefits

The projected benefit obligation is the act
all benefits attributed by the pension benefit fo ula to previously
rendered employee service. It is measured base on assumptions
concerning future interest rates and employee co nsation levels.
Should actual experience differ from the actuarial a umptions, the
benefit obligation will be affected.

The actuarial estimate of the accumulated benefit ligation
does not include assumptions about future compensati levels.
The accumulated benefit obligation as of December 31, 1 92, was
$5,324.1, ofwhich $4,804.2 was vested. At December 31,1 1,
these amounts were $4,988.9 and $4,479.6, respectively.

in December 1992, under the provisions of Section 420 0

Internal Revenue Code, the Corporation transferred $114.
m pension assets to a health care benefit account for the reim­
bursement of retiree health care benefits paid by the Corporati
during 1992.
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